The press routinely praises industry giants such as Wal-Mart, FedEx, American Honda and Dell for the innovative ways in which they manage suppliers and the impact these successful relationships have on their company's bottom line. The implication is that all firms need partnerships with their suppliers, and the more the better. Yet, is this true, or is the rush to partner hiding hidden costs and dangers? Does one size or model fit all or does the nature of the market or industry drive differences in supplier relationships? This paper begins by defining supplier relationship management (SRM) and why' it is needed, discusses various types of supplier relationships, examines several models for managing supplier relationships, addresses considerations and risks when implementing SRM, and concludes with a brief discussion of implications of SRM for the Department of Defense.
What is SRM and why is it needed?
SRM, "...the process that defines how a company interacts with its suppliers, is just one key part of the overall supply chain management process. According to Lambert, companies will have a wide range of relationships with suppliers, some close and others arms length. One of the important features of SRM is that it represents a dramatic change in perspective for many firms, as it requires a "new way of thinking about collaboration with suppliers, demanding greater transparency and trust than many companies have, so far been comfortable with."" IDC, in a , five-year forecast of the worldwide supply chain services market, identified three key aspects of SRM: collaboration, integration and trust. Trust is the foundation for firms and suppliers to enter into long-term relationships that allow them to share and integrate data as well as collaborate in the development of long-range plans that mutually benefit both parties. "' These factors are critically important, regardless of the type of relationship between buyer and supplier.
The pace of global competition is putting increasing pressure on firms to make their supply chains more competitive or risk going out of business. Finns naturally turned to their suppliers in an effort to cut costs and were often quick to switch to alternate suppliers if they could not meet demands for price and quality. Suppliers, on the other hand, often felt firms used heavy-handed tactics, attacking supplier margins to reduce costs rather than working' together to find ways to take cost out of the, process. SRM provides a structured way for firms and suppliers to enhance their relationships, increase profitability, and ultimately provide improved products and services to the end users (customers). The following sections introduce supplier relationships and present three models firms can use to manage these relationships.
Supplier relationships -spanning the full spectrum of cooperation and collaboration
There are a number of ways to define the spectrum of supplier relationships. Most span a range similar to that identified by Leenders and Flynn, which Windows software but it is not a very complex relationship. Operational relationships are appropriate when buyers are very sensitive to any interruptions of supply but the end users are relatively indifferent about the brand of the components used by the buyer. "" Finally, Integrated relationships are characterized by "shared risks, costs, profits and information almost without restriction" because the buyer and supplier operate in a: highly sophisticated market and the product demands both organizations communicate often." "' Once the buyer determines the most appropriate relationship to pursue with a supplier, the firm then needs to specifically define the structure of the relationship with respect to four main categories: "business objectives and strategies, technology infrastructure, process integration and organization."" Proper alignment of business objectives and strategies requires buyer and supplier' to agree on how to measure progress and how much information to share.
Both firms must address how that information will be shared -what technological solution is most appropriate. Process integration must clearly distinguish which processes are shared between the two firms and which remain separate. Finally, any form of collaboration places demands on organizational models, roles and responsibilities.
The final question is whether both firms are ready for collaboration -do they have the capability, commitment and trust to be successful? Without the capability to deliver on promises, management commitment to dedicate necessary resources, and trust to solidify bonds between the two companies, the partnership will fail or achieve mediocre results at best. A leading paper products manufacturer's process improvement project is a great example of the commitment and trust required by senior leadership to implement change in their supplier relationships and throughout the firm's supply chain. Heavy investment in relationship building when product and market characteristics call for simple data exchange lead to over-design while using simple methods to manage more complex products and markets leads to under-design. Limited Logistics, which distributes a variety of products ranging from clothing to bath and body products, successfully uses one model to deal with clothing manufacturers in Asia (hands on but low tech) and another to deal with beautyproducts suppliers in the U.S. (looser relationship but more technology oriented). .
Business and academic journals include a number of other supplier relationship models, ranging from very simple two-dimensional characterizations (such as the Exit/Voice Model discussed by Gunther""") to very sophisticated models that use multiple variables and complex relationships (such as Cox' s model that argues relationships between buyers and suppliers should be evaluated and managed based on the power of the buyer relative to the supplier' ... ). What considerations and risks -in terms of people, process and technology-' should firms also consider as part of their overall supplier relationship management strategy?
SRM: Considerations and Risks
People. As mentioned previously, trust and communication are vital to create strong supplier relationships. However, from an organizational standpoint, this is easier said than done.
Building these relationships drives dramatic cultural changes in both firms and reframes how each views the other organization -not as the problem, but as the solution to mutual challenges. Honda and Limited Logistics put a heavy emphasis on training so their employees not only understand their suppliers but also know when to step in and help the suppliers solve process or quality problems. There are no shortcuts to success -change takes time, trust, and commitment.
Process. SRM is a critical part of the overall supply chain management process. As such, firms cannot consider new or different SRM processes in isolation of the entire supply chain. As Lambert and Pohlen found, most companies rely on metrics with an internal focus to gauge how well they are doing. When looking across the supply chain, this internal focus fails to capture how firms -suppliers -drive value or profitability. In fact, such a focus may be counterproductive as firms in each link of the chain may try to optimize their performance at the expense of the entire chain. They advocate using supplier and customer contribution reports to avoid such a situation and to capture revenue implications across the supply chain. "" Dell's success is driven not by the technology used to manage supplier relationships but by the processes in place to manage those relationships.'v" IP spent nearly a year mapping and streamlining its processes to derive maximum value from its supply chain. that provide comprehensive software and support services.
Conclusions and Implications for DoD
As this literature review shows, there are a number of models and software applications available to help firms manage supplier relationships. However, unless firms first invest time to understand, streamline and improve their processes and supplier interface they will not achieve the results they desire. There is no silver bullet or magic solution resident in anymodel or IT package. What does this mean for DoD's supplier relationships and supply chain management?
Several SRM models place heavy emphasis on context and understanding the characteristics of the market in which the firm operates. DoD also must consider the context in which it deals with suppliers. Should DoD pursue a hybrid model to address peacetime and wartime support? DoD must also carefully examine its processes -within each service, between the services, and with suppliers -before it embarks on costly IT implementation projects. Based on briefings presented at DLA Day, the services are independently pursuing IT solutions. DoD needs to take a step back and first examine its processes to develop an integrated process solution. The road ahead is steep and treacherous -having a map that clearly shows how the air,
